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PESSIMIST OR OPTIMIST 2 


which someone suggested that the principal difficulty is the spreading of 

pessimism through speeches and newspaper articles. These individuals 
profess to believe that if Government officials, newspaper and magazine pub- 
lishers, and public speakers all entered into a conspiracy agreeing that they 
would not bring to public attention anything except optimistic sentiments, all 
would be well with our economy. 


Fe wni time to time I have heard discussions of the business situation in 


This I have never believed, and in each case when I have been present at a 
discussion of this kind I have entered my protest. Very few cases of high fever 
have ever been cured by smashing the clinical thermometer, nor have radical 
changes in weather been avoided by ignoring a rapid change in barometric 
pressure. 


It has been rather amusing recently to watch the assurances coming ont of 
Washington that all is well with the economy, and that we are on the verge oi an 
upturn, while Congressmen andSenators are preparing bills calling for increased 
public works, lowering of taxes, lengthening of unemployment benefits, and other 
nostrums which would only be prescribed for a patient who was getting worse. 


Last year I was called a pessimist. At the beginning of the year when the 
official forecasts on private residential building for 1958 were published and 
showed a gain in comparison with 1957 of from 5% to 10%, I said that I thought we 
would be very lucky if housing starts equaled 1957 levels, and that they might 
drop 10% below. The Wall Street Journal, in commenting on this forecast, said 
I was “out on a lonely limb.” In the recent past, however, so many birds have 
selected my lonely limb as a perch that it is starting to bend badly. The Federal 
Reserve Board has just reported its new consumer buying plans survey made 
during January and February 1958. This survey showed a decline from last year 
in buyers’ plans to purchase new and existing homes this year. 





I believe that my forecast which was pessimistic a few months ago may be 
considered optimistic a few months from now. 


In one sense, however, I am probably more optimistic than many of those 
who have confused my forecast with a Jeremian moan. I believe more firmly 
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than many of the so-called optimists that real estate will sell for higher prices 
10 to 15 years from now than it has sold for during the boom which has just 
ended. I think the chart opposite is factual basis for this belief. 


This chart shows the fluctuations in the average selling price of a typical 
single-family residence from 1913 to the present. This property is in a neigh- 
borhood which has had no general depreciating influences other than normal 
aging, and the typical property covered by the chart has been well maintained 
during the entire period. The blue line shows how the average selling price of 
this type of property on a suitable lot has gone up and down during the past 45 
years. There have been large fluctuations in this selling price, as shown by 
this line. Values were very high during the big real estate boom of the 1920’s, 
very low during the 1930’s, and were still higher in the boom which fol- 
lowed World War Il. They have fallen relatively little so far in the present pe- 
riod of readjustment, and my guess now is that the drop during the next few years 
will not be great, that this drop will be followed by a rise which will take the 
averages to new highs. 


The reason for this belief is to be found in the red line on this chart, which 
shows how the selling price of our typical residential building would have varied 
had we had a dollar of constant purchasing power for goods and services during 
this entire period. This red line would indicate that from the lowest point in the 
big depression to the present, real estate values have increased by about 68%. 


The blue line, which shows actual dollar selling prices, would indicate that 
in the same period the average selling price of this typical residence increased 
258%. The red line would indicate that in dollars of constant purchasing power 
the price is now almost the same as it was in 1946. In actual dollars it is 66% 
higher. This chart and other studies we have made would indicate that over the 
long pull, real estate selling prices are more definitely affected by the changes 
in the purchasing power of our money than by any other single item. 


The reason, therefore, that I am so certain that real estate will increase in 
selling price is that every attempt to cure the present readjustment period is 
inflationary in nature. The deeper the readjustment goes, the more certain 
we are to increase these inflationary pressures with a corresponding drop in the 
purchasing power of our money. 


Unfortunately, the general public and the politicians love inflation., These 
same politicians give lip service toa sound dollar, but the bills they in- 
troduce in Congress are all designed to increase currency and credit faster than 
the supply of goods and services. 


If the purchasing power of the dollar declines, as it must under this program, 
over the long pull the value of real estate will rise. Real estate will again prove 
to be one of the few places where real value can be conserved in a period when 




















all obligations payable with a fixed number of dollars will decrease in attractive- 
ness. 


By this I do not mean that we are out of the woods, and that real estate will 
not decrease in the number of dollars for which it will sell in the period immedi- 
ately ahead. I think it will. I would not knowingly encourage a young couple to 
buy a home on today’s market unless they assured me that they expected the 
building to be their home for the next 10 years. I think that if they sold in 2 or 
3 years there might be a chance that they would sell ata loss. If, however, 
they hold for a period of 10 years or more, I think they will find that their in- 
vestment has been not only an investment in living but a financial investment 
which has conserved their principal in a period when money was losing its value. 
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